The purpose of this paper is to explain why Japan's fiscal deficit increased so dramatically in the 1990s and the 2000s. We focus on the role of "stock price targeting" to explain why the fiscal expenditure increased so much. After presenting a simple model to describe government behavior with an optimistic view about stock price and output growth, the paper tests whether the model can explain Japan's fiscal expenditure. The empirical results, using biannual and highfrequency data of the 1990s and the 2000s, show that the stock price targeting can track Japan's fiscal expenditure reasonably well, especially in the 1990s. They imply that without the stock price targeting, the total amount of biannual fiscal stimulus from 1992 to 2000 would have been lower by 2.5 trillion yen on average.
Introduction
After the global financial crisis, accumulated fiscal deficits became one of the most urgent issues to be addressed in most OECD countries. According to the OECD Economic Outlook 89, the OECD average ratio of general government gross financial liabilities to nominal GDP, which was 73% in 2007, is projected to increase to 105.4% in 2012, the highest in the past half century.
However, comparing fiscal deficits across countries, one finds Japan has accumulated a much higher deficit than any other OECD country. Measured by general government gross financial liabilities, Japan's fiscal liabilities were twice as much as the nominal GDP in 2010. This ratio suggests that Japan's fiscal deficit is much more serious than that of any of the PIGS countries (Portugal, Ireland, Greece, and Spain) that faced fiscal problems after the global financial crisis.
The general government financial liabilities, even after government assets are subtracted from them, are estimated to exceed nominal GDP after 2009. In terms of GDP, Japan's liabilities were the highest among the OECD countries after 2008.
Until the mid-1970s, Japan had been an exceptional country, with little fiscal imbalance. The ratio of government bonds outstanding to GDP was 3.7% in 1970 and 9.9% in 1975 . Even in the early 1990s, gross government liabilities were close to the OECD average and net liabilities were far below the average. However, from 1992 to 2000, gross liabilities doubled and net liabilities quadrupled (see Figure 1 ). This upward trend was further accelerated after the global financial crisis. Japan's fiscal deficit became exceptionally high in the 1990s and the late 2000s.
The purpose of this paper is to explain why Japan's fiscal deficit increased so dramatically in the 1990s and the 2000s. One of the straightforward reasons for this is that Japan had a prolonged stagnation during this period. However, although this period is sometimes called the "lost two decades," average growth rates in Japan at the time were not exceptionally low compared to other OECD countries. Table 1 summarizes the average annual growth rates of selected OECD countries in the 1990s and the 2000s. Japan's growth rates were lower than the OECD average. They were also slightly lower than that of France, almost equal to that of Switzerland, and slightly higher than that of Italy. Given the fact that these countries' fiscal expansion was much less dramatic than that of Japan, Japan's slow economic growth is not enough to explain the exceptional increases in its fiscal deficit in the 1990s and the 2000s.
In contrast, comparing the stock price indexes of major OECD countries, we see a unique feature in Japan from the late 1980s through the 2000s. The Japanese stock market experienced a "speculative bubble" in the late 1980s: The Nikkei 225 Average Index, which was less than 10,000 yen in December 1984, rose to 30,000 yen in December 1988 and to almost 40,000 yen in December 1989. The overvalued stock prices, however, did not persist. After the burst of the speculative bubble in January 1990, the Nikkei Average Index fell below 20,000 yen in early 1992 and experienced further declines from 1998 to 2003 during the banking crisis. Such dramatic declines in stock price had never been observed in other developed countries in the 1990s and the 2000s before the global financial crisis.
When the stock price is substantially overvalued, its dramatic decline is inevitable. No government policy can stop the decline until the price is adjusted to its fundamental value. This dramatic price decline, however, causes a serious problem from a political point of view.
Ordinary people do not have enough knowledge about what is the fundamental value of the stock
price or what is the definition of a speculative bubble. The politicians then face pressure from the public to implement expansionary policies to stop the continual asset price decline. In the 1990s, such a situation existed in Japan.
1 This called for excessive expansion of fiscal expenditure despite declining tax revenues. The Japanese government announced a series of fiscal stimulus packages in the 1990s and the late 2000s. These packages were originally motivated by the traditional Keynesian view. However, since the government had set its policy target at a high level, the fiscal stimulus could never achieve the target. The packages, therefore, increased fiscal expenditure during the period, resulting in a huge fiscal deficit.
In the following analysis, we focus on the role of "stock price targeting" to explain why fiscal expenditure increased so steadily after the burst of the speculative bubble. After a brief summary of Japanese fiscal stimulus packages in the 1990s and 2000s, we present a simple model where the government that is optimistic about stock price and output growth decides its expenditure to minimize the loss function. Unlike previous studies, the loss function includes a deviation of the stock price from its target as a social cost. The resulting government expenditure therefore increases as the stock price declines. We then test whether the resulting government behavior can explain Japan's fiscal expenditure by using biannual and high-frequency data from the 1990s and the 2000s. The empirical results show that this model can explain Japan's fiscal expenditure reasonably well, especially in the 1990s. Without the stock price targeting, the total amount of biannual fiscal stimulus from 1992 to 2000 would have been lower by 2.5 trillion yen on average.
We also discuss about a possibility that a less effective stimulus policy might have changed the government behavior.
One of the most common ways to test the determinants of fiscal expenditure is to identify when the amount of fiscal expenditure was determined for each fiscal stimulus. Although various alternative methods have been proposed, it is difficult to identify the timing and the amount of fiscal decisions with high-frequency intervals. 2 In the following analysis, for this identification, we use not only the official information provided by the Japanese Government but also narrative records, such as the Prime Minister's speeches and the cabinet members' announcements. In Japan, the supplementary budget is formulated as an extra budget to stimulate the economy, while the initial budget of general account expenditure is presented in due course every year. It is therefore necessary to identify when the supplementary budget was proposed for each fiscal 1 For example, the front page article in the Nikkei newspaper on August 16, 1992, reported Prime Minister Miyazawa's commitment to Keidanren, the largest business pressure group in Japan. It mentioned that he committed to a new fiscal package in order to stimulate the stagnated stock market in Japan. 2 See, for example, Blanchard and Perotti (2002) and Ramey (2009) for alternative identification methods. Romer and Romer (2010) suggest the usefulness of using the narrative record for identification.
stimulus. 3 Fiscal stimulus packages are announced in spring or fall, or both. However, it usually takes a month for the government to make a final decision on the package. During the planning period, the government makes frequent and substantial revisions of the amount. Following
Fukuda (2002), we collected narrative records of the revision process based on the articles in three major Japanese newspapers. The collected data is useful to us because each narrative is about an unanticipated shock to the economy. We will then examine whether our model of stock price targeting can track the series of announcements in the 1990s and the 2000s with highfrequency data.
Several previous studies have examined the sources and consequences of the fiscal deficit in Japan. Asako, Ito, and Sakamoto (1991) investigated the rise and fall of the deficit from 1965 to 1990. Fukuda and Teruyama (1994) tested the sustainability of deficits up to the early 1990s, and Ihori, Nakazato, and Kawade (2003) discussed the same issue in the 1990s. Bayoumi (2001) and Miyazaki (2010) investigated the effects of fiscal policy in the 1990s in Japan, using VAR. Ihori, Doi, and Kondo (2001) explored the relationship between political inefficiency and the outcome of the fiscal reconstruction process in the Japanese (national) general account. Doi and Ihori (2002) provided empirical evidence that the lobbying activities of local interest groups exacerbated the deficit in the 1990s. However, few previous studies have focused on the role of "stock price targeting" to explain why fiscal expenditure increased so steadily in the 1990s and the 2000s 4 . Interest groups always have an incentive to continue their lobbying activities.
Therefore, we need to identify a special reason that explains why lobbying was so active and why it was effective in the specific era. In the following sections, we propose that stock price targeting may provide a plausible explanation of why lobbying was so active in Japan after the burst of the speculative bubble.
This paper proceeds as follows. After summarizing the Japanese fiscal stimulus packages in the 1990s and the 2000s in Section 2, we present a simple model in Section 3 in which the government decides its expenditure to minimize the loss function. Subsequently, we test whether the derived government behavior can explain Japan's fiscal expenditure, using biannual data in Section 4 and high-frequency data in Section 5. In Section 6, we examine how the effectiveness of fiscal stimuli changed through the 1990s and the 2000s. Section 7 summarizes the main results and lists their implications.
Fiscal Stimulus Packages in the 1990s and the Early 2000s
(1) Packages in the 1990s
In this section, we provide an overview of the series of fiscal stimulus packages implemented in the 1990s and early 2000s. Between1992 and 2002, the Japanese government announced fiscal stimulus packages every year except in 1996. 5 These packages were announced either in spring (i.e., from March to May) or fall (i.e., from August to December), or both. Based on the information provided by the Cabinet Office of the Japanese Government, Table 2 reports the name of each fiscal stimulus package (i.e., the economic countermeasure), the date of its final announcement, and the expenditure. The amount includes not only national government expenditure but also government-supported expenditure such as subsidized loans. 6 The tax cut is also reported.
The total fiscal expenditure was not specified for some fiscal packages. However, considering the period when it was specified, one of the salient features, as shown in the table, is that the amount increased steadily through the 1990s. This may indicate that Japan's fiscal spending was gradually raised due to political pressure from interest groups in the 1990s.
However, it is worth noting that the increase was higher than the amount the government had originally planned in each package. When the Japanese government determined its supplementary budget, it usually took a month from the commencement of planning to reach a final decision. During this planning period, the government was subjected to a series of lobbying activities by interest groups. 7 Under strong pressure from these groups, the amount of fiscal expenditure was revised substantially in a few days. As a result, in most fiscal packages, the amount finally announced was much larger than that originally budgeted. This suggests that the political process to determine the stimulus packages may have been responsible for the steadily increasing fiscal expenditure in the 1990s.
However, this story is not complete until we explain why interest groups were so successful in their lobbying activities during this specific period. Interest groups have always had an incentive to continue their lobbying activities. Therefore, we need to identify a special reason that explains 6 Ideally, government-supported expenditure should be excluded from the amount because it does not increase fiscal deficits directly. Unfortunately, such "pure water" (mamizu) expenditure was not announced in most packages. 7 For example, on October 12, 1998, Keidanren proposed that a large fiscal package was necessary to stimulate the stagnated Japanese economy. Keizai Doyukai (Japan Association of Corporate Executives) why lobbying activities were so popular and effective in the 1990s. In the following sections, we
propose that the government's stock price targeting may provide a plausible explanation for this. In the last section, we reviewed the fiscal stimulus packages of the 1990s and the 2000s and
showed that the amount of the packages increased substantially throughout the period, especially during the planning phase. The purpose of this section is to present a simple model that may explain why the amount increased so steadily and substantially after the burst of the speculative bubble in Japan. Specifically, we show that implicit stock price targeting may explain the increases in fiscal expenditure that took place during the planning periods. To the extent that the targeted stock prices reflect the fundamental values, the target may not result in a large fiscal deficit. However, if the targeted prices exceed the fundamental values, the government needs to incur extra fiscal expenditure to achieve the target. In the following analysis, we explore the government that has an optimistic view about the stock price fundamentals and the potential output growth.
Consider a simple present discounted value model. In this model, the stock price in period t equals the present discounted value of the current and future expected output. The output in period t is linearly dependent not only on exogenous output but also on the amount of fiscal expenditure in period t. We then have the following simple equations:
where S t = stock price, Y t = output, y t = exogenous output, G t = fiscal expenditure, and β = discount factor such that 0 < β < 1. Subscript t denotes time period. E t is the conditional expectation operator based on the information available in period t. The variables are defined as deviations from each trend.
A new feature in the model is that the government does stock price targeting. Under stock price targeting, the government has the following loss function:
where
is the change of output, ∆Y* t is the targeted change of output, S* t is the targeted stock price, and f(G t ) is the cost function of implementing the fiscal stimulus. The loss function indicates that the government regards not only the deviations from the targets but also the increases of fiscal expenditure as social costs. We may view implementing the fiscal stimulus as costly because it increases administrative costs and fiscal deficits.
In the following analysis, we define that f(G t ) ≡ ωG t 2 + F t . This definition implies that the cost of implementing the fiscal stimulus is the sum of a quadratic function of G t and fixed cost F t . The fixed cost F t takes a positive value F when G t > 0, and zero otherwise. Under the fixed cost,
In particular, when both output and stock price are lower than their targeted values, the government implements the fiscal stimulus if and only if Condition (4) holds. In the following analysis, we assume that the post-bubble Japanese economy was in this environment that led to the government's optimistic views about the stock price fundamentals and the potential output growth. Then, if and only if Condition (4) holds, the government chooses G t to minimize the loss (∆Y t -∆Y* t ) 2 + λ (S t -S* t ) 2 + ωG t 2 . Its first-order condition leads to (5) (∆Y t -∆Y* t )(∂ ∆Y t /∂G t ) + λ (S t -S* t )(∂S t /∂G t ) + ωG t = 0.
Given the expected future outputs, Equations (1) and (2) imply that ∂S t /∂G t = ∂∆Y t /∂G t = α. We therefore obtain the fiscal expenditure rule as follows:
Equations (6a) and (6b) suggest that this rule depends on a threshold value when the government implements fiscal stimulus. When the costs of deviations from target values are below the threshold, the government implements no fiscal stimulus. If and only if the costs exceed the threshold value, the government decides G t based on Feedback Rule (6a). Under
Feedback Rule (6a), the government increases fiscal expenditure as either the stock price or the output growth declines. Since λ is the weight of stock price targeting in the loss function, the government responds aggressively when the costs of deviations from the stock price target are high.
Empirical Estimations: A Tobit Model by Using Biannual Data
(1) The model of the estimation
In the last section, we investigated how stock price targeting will affect the government's behavior and showed that the amount of fiscal expenditure may follow expenditure rules (6a) and (6b). In this section, we will test how well the expenditure rule can account for the Japanese government's behavior in the 1990s and the 2000s. A key feature in estimating the expenditure rule is that G t = 0 unless Condition (4) holds. We thus estimate a censored regression model where an underlying latent variable is determined by a feedback rule but the dependent variable is observed only if it is above some cutoff level.
Specifically, we estimate the following Tobit model, which expresses the observed level of fiscal expenditure G t in terms of an underlying latent variable g t :
Equation (7) indicates that the underlying latent variable follows an extended version of Feedback Rule (6a). In Equation (7), we allow that the targeted stock price S* t is time-varying.
However, to control for other time-varying factors, some regressions include auxiliary variables X t 's as explanatory variables. The auxiliary variables are the level of output, the "Koizumi-Abe" dummy, and the "fall" dummy. The "Koizumi-Abe" dummy is a dummy that takes one during the Koizumi-Abe administration (spring 2001 to spring 2008) and zero otherwise. The dummy allows for the fact that Prime Minister Koizumi and his successor, Prime Minister Abe, worked on the fiscal reconstruction more seriously than the other administrations. 10 The "fall" dummy is a dummy that takes one in fall and zero otherwise.
The data are biannual (spring and fall in each year). We use biannual data because the fiscal stimulus packages, if any, were announced in either spring or fall, or both 11 . Because of data availability, the total fiscal expenditure in each fiscal stimulus package -which includes both national government and government-supported expenditure-is considered. However, we use the total amount, either with or without tax cut. When the total expenditure announced was only an approximate amount, we used this for the estimations. Because of the censored model, we set the dependent variable as zero when the government announced no fiscal stimulus package.
The sample period is from fall 1991 to fall 2010. Unit of the fiscal expenditure is trillion yen.
In a base-line Tobit model, we use the total size that was finally decided for each package as the fiscal expenditure. To check the robustness, we also estimate a Tobit model, replacing this size by the total size that was initially planned. The stock price S t is the log of the Nikkei 225
Average Index. We used the logged value because we penalize excess volatility of stock prices.
To avoid simultaneous bias, we use the February data for the spring price and the August data for the fall price. The output Y t is the industrial production index-that of February for the spring data and August for the fall data. We used the growth rate of output for ∆Y t , which equals the change in the logged industrial production index from August to February for the spring data and that from February to August for the fall data.
Concerning the targeted stock price, we suppose that the government had an optimistic view about the recovery of the stock price. Specifically, we assume that the government set the stock The coefficients of the stock price deviation from the target and the output growth rate were significantly negative in all cases. This supports our hypothesis that not only the output growth targeting but also the stock price targeting are relevant in determining the fiscal expenditure. In contrast, the coefficient of the level of industrial production index was positive but insignificant.
Comparing the estimated coefficients for the two alternative dependent variables, both the logged stock price index and the growth rate of output had larger coefficients when we used the final amount for the dependent variable. This implies that both stock price targeting and output growth targeting, which were relevant in determining the initially planned amount, might have additional importance in revising the amount in the planning periods.
Regarding the quantitative impacts on fiscal expenditure, the estimated coefficient of the stock price deviation from the target was around -27 for the final amount and around - In contrast, the estimated coefficient of output growth was around -94 for the final amount and around -91 for the initial amount. This indicates that when the difference between actual and targeted biannual output growth rates is -1%, the biannual fiscal expenditure increases by 0.94 trillion yen for the final amount and by 0.91 trillion yen for the initial amount. The marginal impacts are higher than those of the logged stock price. However, the biannual growth rate of the industrial production index was, on average, 0.24% from fall 1992 to fall 2000. This indicates that unless the government had an extremely large output growth target, the difference between actual and targeted output growth rates cannot explain the large fiscal deficit in the 1990s.
However, the biannual growth rate of the industrial production index was -6% in fall 2008 and - package, we took its three-period moving average in the figures. 12 We computed the predicted amount by multiplying the estimated coefficients and deviations from the target. In the figures, "prediction 1" is the predicted amount only by deviations from the stock price target and "prediction 2" is the predicted amount by deviations from both the stock price target and the output growth target. In making the prediction, we assumed that the targeted biannual annual output growth rate is 1% throughout the period. Figure 3 - (1) indicates that the predicted amount, especially prediction 1, accounts for significant part of the actual expenditure in the 1990s.
However, Figure 3 - (2) indicates that the predicted amount cannot account for the restricted expenditure and most of the dramatically increased expenditure during the global crisis.
Determinants of Fiscal Expenditure During the Planning Periods
In the last section, we explored the determinants of fiscal expenditure by using biannual data, and show that stock price targeting was an important determinant of fiscal expenditure, especially in the 1990s. However, as was shown in Section 2, the amount of fiscal expenditure for each package changed frequently during the planning period. The effective changes in expenditure occurred in a very short period, especially in the 1990s. The purpose of this subsection is to explore what changed the fiscal expenditure so quickly during the short planning periods. In the regressions, the dependent variable is the narrative amounts of fiscal expenditure that were summarized in Tables 3 and 4 . This high-frequency data changed in a few days during the planning period. When only the approximate amount was announced, we used this for the estimations. 12 Specifically, we calculated the moving average of x t by x t /2 + (x t-1 +x t+1 )/4.
One problem with using high-frequency data is that the relevant output data are not available.
However, several output data were usually publicized by statistical agencies during the sample periods. We thus include a good news dummy and a bad news dummy in the regression. A good news dummy takes the value of one when the improved output data was publicized before the fiscal announcement and zero otherwise, while a bad news dummy takes the value of one when the deteriorated output data was publicized and zero otherwise. In addition to the news dummies, we also include the daily change of the dollar-yen exchange rates as an additional explanatory variable for the estimation from 2008 to 2010. This follows the fact that the Japanese yen appreciation was an important policy agenda after the global financial crisis. To capture the effects of seasonality, we include a "fall" dummy that takes the value of one for the packages in fall and zero otherwise. We also include an "initial" dummy that takes the value of one in the case of the initial announcement for each package and zero otherwise. Table 6 -(1) summarizes the regression results for the period 1992 to 2000. The amount in the latest announcement took a significantly positive sign, while the fall dummy took a significantly negative sign in the high-frequency data. The initial dummy was significantly negative in all cases, suggesting that the initial announcement in each package was moderate. These features cannot be observed in the biannual data. However, as in the biannual data, the coefficient of the logged stock price index is negative even if we use the high-frequency data. Even the highfrequency data support our hypothesis that stock price targeting is relevant in determining fiscal expenditure.
The instantaneous impact of the stock price deviation from the target was smaller than that observed in the biannual data. In particular, it was less significant when the tax cut was excluded from the total size. However, when the tax cut was included, the impact, at around -12, was highly significant. We also need to note that the coefficient of the lagged dependent variable was 0.52. This suggests that, taking into account the lag structure, the stock price targeting still accounts for the fiscal expenditure when revising the amount of expenditure in each fiscal package. In contrast, the two news dummies had asymmetric effects on fiscal expenditure. The government had asymmetric responses to the macro news, depending on whether the news was positive or negative. However, the absolute values of their estimated coefficients were small, so that their quantitative impacts were limited. Table 6 -(2) summarizes the regression results for the period from 2008 to 2010. Because of the limited samples in each package, no coefficient of the news dummies was significant, and the coefficients sometimes took wrong signs. However, as in the 1990s, the fall dummy and the initial dummy took significantly negative signs, while the amount in the latest announcement took a significantly positive sign. More importantly, the coefficient of the stock price deviation from the target was significantly negative, and its absolute value was higher than that observed for the period 1992 to 2000. This result suggests that when revising the amount of expenditure in each fiscal package, the government responded more quickly during the global financial crisis than in the 1990s. In addition, the change in the yen-dollar exchange rates took a significantly negative sign. The government tended to increase its expenditure when the Japanese Yen appreciated against the US dollar during the global financial crisis.
In terms of expenditure size, the fiscal expansions in the late 2000s were larger than those in 
Effects of the Fiscal Stimulus on the Stock Prices
Until the previous section, we used the implicit assumption that the fiscal stimulus is effective in increasing the output. Although this assumption follows the classical Keynesian view, it is unlikely that the fiscal stimulus packages were similarly effective through the 1990s and 2000s.
Under stock price targeting, the government needs to expand fiscal expenditure when the stock price is lower than its targeted level. However, less effective fiscal stimuli may discourage the government from taking the action. The purpose of this section is to examine how the effectiveness of the fiscal stimuli changed through the 1990s and the 2000s.
We estimate the following equation:
where ∆S t ≡ S t -S t-1 , and E t-1 Y t is expected to be Y t based on the information at t-1. In Equation (9), the coefficient η captures the effectiveness of the fiscal expenditure. We used intra-day data from the Nikkei 225 Average Index (at 12:45 PM Tokyo Time and at 3 PM Tokyo Time) for the stock prices. We estimate Equation (9) separately for 14 fiscal stimulus packages in the 1990s and the 2000s.
As explanatory variables, we use dummy variables as proxies for G t and Y t -E t-1 Y t . For the fiscal expenditure shock G t , we use a fiscal policy dummy that takes the value of one when the initial, revised, or final announcement was made for each package and zero otherwise. To the extent that its coefficient is significantly positive, we may conclude that the fiscal stimulus was effective. For the unexpected output shock Y t -E t-1 Y t , we use three dummy variables: a good output news dummy, a bad output news dummy, and a dummy of monetary expansion. 14 The good news dummy takes one when improved macro data were publicized and zero otherwise, 14 A good output news dummy takes one when the macro statistics (Quarterly Estimates of GDP, Indices of Industrial Production, Orders Received for Machinery, and TANKAN) showed a higher value than the average private sector's forecast and zero otherwise. A bad output news dummy takes one when the macro statistics showed a lower value than the average private sector's forecast and zero otherwise.
while the bad news dummy takes one when deteriorated macro data was publicized and zero otherwise. The dummy of monetary expansion takes one when the Bank of Japan announced monetary expansions and zero otherwise. We also include the change in the overnight call rate as an explanatory variable. Table 7 summarizes the estimation results. Throughout the periods, the good output news dummies and dummies of monetary expansion tended to have positive effects, while the bad output news dummies had negative effects. However, the dummies that took significant signs were limited. The overnight call rate also had a significant effect on a few packages.
In the 1990s, the coefficient of the fiscal policy dummy was significantly positive in the stimulus packages in fall 1992, spring 1993, and spring 1998. However, the dummy did not take a significantly positive sign in the other packages. This indicates that the fiscal stimulus was effective only when the government had not implemented a stimulus package in the previous few years. In other words, the stimulus packages became less effective when the government had been implementing them for several consecutive years in the 1990s. Similarly, in the late 2000s, the fiscal policy dummy was positive in fall 2009. However, in the other four packages, the dummy was not significant, although it mostly took positive signs. These results imply that the large-scale fiscal expansions in the late 2000s were effective to some extent but that their role was limited to stimulating the stock markets during this period.
Under stock price targeting, it is ambiguous how less effective fiscal stimuli affect the government behavior. The stock price tends to show larger deviation from its targeted level under less effective fiscal stimuli. However, parameter α in equation (6a) declines when fiscal stimuli are less effective. The effect on the further fiscal expenditure thus depends on which is dominant. We need detailed investigation to derive definitive answers. But substantial increases in fiscal deficits in the late 1990s might be attributable to larger deviation from its targeted level under less effective fiscal stimuli. In contrast, the restricted fiscal expenditure under the fiscal stimuli.
Concluding Remarks
In this paper, we explained why Japan increased its fiscal deficit so dramatically in the 1990s and the 2000s. We investigated the role of "stock price targeting" in the series of stimulus fiscal packages in Japan. After presenting a simple model to describe the government's behavior, we tested whether this model explained Japan's fiscal expenditure in the 1990s and the 2000s.
Although there remain several unexplained features, the empirical results could track the Japan's fiscal expenditure reasonably well, especially in the 1990s.
Stock prices are one of the key variables in macroeconomics. Unlike other macroeconomic variables, we can observe their movements with high frequency. We therefore tend to pay more attention to the stock prices than to other macro variables when making a policy decision on a daily basis. However, unlike other macroeconomic variables, stock prices are likely to deviate substantially from their fundamental values. Therefore, the policymaker faces a dilemma on whether to use asset prices as a policy target. The Japanese experience discussed in this paper provides a useful lesson for using the stock price as a policy target.
After the global financial crisis, renewed attention has been paid to the role of discretionary fiscal policy all over the world (for example, Feldstein [2009] ). This focus includes the effectiveness of fiscal spending (for example, Barro and Redlick [2009] ) and the interaction of monetary and fiscal policy (for example, Davig and Leeper [2009] ). However, discretionary fiscal policies need to be evaluated not only for their short-run benefits but also for their potential long-run costs. The Japanese lesson suggests that discretionary fiscal policy under stock price targeting may have resulted in serious fiscal deficits in the long run. Source: OECD, National Account Statistics. 2 2) C = constant term, Log(Stock) = log of lagged stock price divided by its target, y = lagged output, ∆y = growth rate of y, Dummy = Koizumi-Abe dummy, FALL = fall season dummy, G(-1) = total amount in the latest package if fiscal expenditure > 0, and 0 otherwise. 
∆
Notes 1) The t-statistic is in parentheses, ** the 5% significance level, *the10% significance level.
2) C = constant term, Log(Stock) = log of lagged stock price divided by its target, FALL = fall season dummy, Good News = good news dummy, Bad News = bad news dummy, 
Notes
The t-value is in parentheses, **the 5% significance level, *the 10% significance level.
2) The constant term was included in the regressions but was not shown in the table.
3) GOOD denotes a good news dummy, and BAD denotes a bad news dummy. 4) Mdummy takes one when BOJ cut its policy rate or announced a new easing policy, and zero otherwise.
5) The dates the fiscal policy dummy takes one are as follows. 
